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Chamber  of  Commerce 

OF  THE 

State  of  New  York 


Report  of 

Committee  on  Finance  and  Currency 

( and  members  of  the  Chamber  associated  therewith 
for  the  purpose  of  this  inquiry) 


on  the 


FEDERAL  RESERVE  ACT 


THIS  REPORT  WILL  BE  ACTED  UPON  AT  THE  SPECIAL  MEETING 
TO  BE  HELD  MONDAY,  OCTOBER  20,  1913,  AT  I 2 30  P M. 
AND  IS  SENT  TO  MEMBERS  IN  ADVANCE 
FOR  THEIR  CONSIDERATION 


REPORT 


ON 

The  Federal  Reserve  act 


To  the  Chamber  of  Commerce  : 

Your  Standing  Committee  on  Finance  and  ( urrency  composed  of 
seven  bankers,  having  been  enlarged  by  the  addition  of  eleven  mer- 
chants, for  the  purpose  of  the  consideration  and  report  upon  the 
Federal  Reserve  Act  (II.  R.  7837  ) now  pending  in  the  United  States 
Senate,  has  made  careful  study  of  this  important  bill ; and  now  respect- 
fully submits  its  report.  This  report  was  first  adopted  by  a sub- 
committee of  five  merchants,  and  later  by  the  full  committee  of  eigh- 
teen. Its  conclusions  are  Irased  upon  an  independent  study  of  the  pro- 
visions of  the  bill,  which  study  was  illumined  by  the  instructive 
discussion  of  the  measure  at  the  recent  conference  conducted  by  the 
Academy  of  Political  Science.  The  two  sessions  of  the  conference  held 
in  the  Hall  of  the  Chamber,  were  attended  by  hundreds  of  the  members 
of  the  Chamber,  who  listened  with  the  deepest  interest  to  the  state- 
mentsof  Chairman  ( )wkn  of  the  Senate  Committee  on  Finance  and  ( 'ur- 
rency and  Representative  Bulki.ky  of  the  House  Committee  on 
Finance  and  (^urrency,  and  the  debate  which  followed.  In  order  that 
our  membership  might  l)e  further  prepared  to  act  intelligently  upon 
this  measure,  a copy  of  the  Federal  Reserve  Act  was  mailed  to  each 
member;  and  moreover  a copy  of  this  report  has  been  sent  to  the 
members  in  advance  of  the  special  meeting  called  to  pass  upon  it. 

Your  committee  believes  that  experience  is  the  greatest  asset  as  it 
is  also  the  surest  guide  to  wisdom  and  the  best  preventive  of  errors 
in  judgment,  in  professional,  political,  commercial  and  industrial  life. 

If  there  is  one  phase  of  the  complex  conditions  of  modern  business 
in  which  more  than  another  the  wisdom  gained  by  experience  should 
obtain  and  be  expressed  it  is  in  the  Currency  and  Ranking  system  of 
anv  great  nation  and  in  its  administration. 

For  reasons  which  it  is  not  necessary  to  discuss  or  review  here,  the 
United  States  has  long  rested  under  a system  unscientific,  if  not  indeed 
unsound,  which  has  proven  inadequate  to  stand  the  strain  of  stressful 
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times;  and  with  inanv  serious  restraints  and  setbacks  has  achieved  its 
material  |>rogress  in  spite  of.  rather  than  heca\ise  of  the  structure  of 
its  financial  svstcin. 

Vet  all  the  while  we  have  had  the  exam|)le  of  other  great  nations 
pursuing  tlieir  wav  through  wars  and  pestilence,  through  (ire  and 
floods,  through  colla{)se  of  unwise  speculation  am!  shrinkage  of  security 
values  with  no  disastrous  disturbance  or  serious  interruj>tion  to  the 
progress  of  their  productive  energies  and  the  interchange  of  com- 
modities. 

I*'\|)erience,  tlierefore.  lits  ready  at  our  hand.  Shall  we  avail  our- 
stdves  of  it  ? — and  grasping  the  fundamental  principles  which  underlie 
all  successful  systems,  difiering  only  in  details,  apply  them  to  our  own 
needs  ami  conditions  with  etiually  beneficent  results? 

It  is  the  conviction  of  your  committee  that  such  has  been  the  in- 
tention of  the  Federal  Congress  and  Administration,  and  if  we  differ 
with  them  in  our  views  as  to  the  methods  to  be  ( inployed  it  is  because 
we  believe  that  some  of  the  provisions  in  the  present  bill  will  not 
permit  of  the  free  play  and  influence  of  some  of  tliose  principles 
which  it  has  attem[)ted  to  recognize  and  which  experience  has  proved 
are  fundamentally  necessarv  to  security,  flexibility  and  fluidity  of 

. V V 

credit  and  exchange. 

We  should  be  untrue  to  ourselves  and  to  the  record  of  this  ('hani- 
hvr  on  the  i^anking  and  (\irrency  question  if  we  failed  to  point  out 
what  we  believe  to  be  the  ideal  solution,  and  frankly  recognizing, 
that,  l)ecause  of  the  comj>lex  conditions  in  our  country,  the  ideal  may  be 
unattainable  at  this  time,  to  suggest  such  changes  in  the  present  Hill  as 
we  believe  of  vital  importance  to  accomplish  the  ends  w’hich  the  needs 
of  our  commerce  demand  and  which  the  security  aiul  advancement  of 
our  industrial  and  financial  existence  require. 

'fhe  ideal  solution,  in  our  judgment,  would  be  one  Central 
Reserve  Association  dealing  only  with  member  banks  and  the  govern- 
ment ; issuing  currency  against  commercial  notes  liaving  a definite 
and  limited  maturity,  redeemable  in  gold  and  protected  by  an  ade- 
quate gold  reserve,  this  currency  to  be  the  obligation  of  the  ( entral 
Reserve  Association  issuing  it  and  not  involving  the  credit  of  the 
Government  for  its  guarantee  or  redemption  ; other  outstanding 
forms  of  currency  to  be  gradually  retired  ; the  Government  to  use  the 
Reserve  Association  as  its  depository  and  fiscal  agent  and  to  be  ade- 
(piately  represented  on  its  Roard  of  Management;  its  operation  gener- 
ally to  be  under  Government  supervision  but  not  under  absolute 
political  -control. 
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If  this  solution  is  not  attainable  at  this  time,  recognizing  that  the 
present  Bill  contains  some  features  greatlv  superior  to  the  existing 
system,  your  committee  urges  amendments  to  thei>roposed  Act  in  the 
following  particulars : — 

1.  The  reduction  in  the  number  of  Federal  Reserve  Banks  to 
not  exeeeding  four,  with  powers  to  operate  branehes  within  their  own 

Federal  Reserve  District. 

>y(,TK. If  the  desired  streiiirlh  resulting  from  the  concentration  of 

i-eserves  is  really  to  he  obtained,  and  if  in  times  of  emertrency  there  is 
to  he  a greater  strength  by  unity  of  action  of  the  reserve  hanks,  with  a 
small  numher  of  Federal  Reserve  Ifanks.  co-operation  tending  to  ai>- 
proximate  the  advanlages  of  a single  Reserve  Reservoir  might  he 
possil>le.  With  twelve  or  more  we  helieve  that  would  lie  dillieult  and 
improhahle  and  that  there  would  in  emergencies  lie  likely  to  develop 
the  same  individual  struggle  for  reserves  that  we  have  seen  cause 
disaster  before.  The  fewer  their  numher,  the  greater  their  strength 
w ould  he  in  proiiortion,  and  the  greater  therefore  the  sense  of  secur- 
ity in  the  minds  of  all  the  people  in  their  respective  districts,  a factor 
whicli  must  not  he  overlooked,  for  timidity  and  fear  lireed  ])anics. 

Witli  too  many  ilistriets  it  is  entirely  possilile  tliat  in  some  ot  tlie 
larger  centers  tliere  would  he  a numher  of  joint  stock  hanks  and  possi- 
bly even  of  private  lianks  of  greater  tinancial  power  tlian  tlie  lederal 
Reserve  Rank  of  tliat  district,  wliicli,  in  itself,  would  dei-rive  tlie 
latter  of  much  of  its  expected  inllnence.  and  of  the  contidence  of 
the  people. 

Four  Reserve  Ranks  as  the  maximum  suggested  by  your  committee, 

would  amidy  permit  North,  South,  and  West  to  he  fully  embraced. 

2.  Tliat  membershiii  in  the  Federal  Reserve  Banks  be  made  ol 
such  importance  to  tlie  National  Banks  that  it  need  not  he  made 

compulsory. 

3.  'I'he  retirement  as  promiitly  as  possible  of  existing  national  bank 
notes  by  the  purchase  by  the  (Jovernment  at  par  of  the  outstanding 
2 per  cent,  bonds,  or  by  some  equitable  arrangement  by  which  tlie 
Federal  Reserve  Banks  would  take  over  these  bonds  from  the 
Natiomil  Banks. 

XojK.— This  country  has  long  since  ]Rissed  llie  point  where  il  needs 
to  sustain  a market  for  its  bonds  hy  an  arbitrary  and  artificial  mean^.. 
which  oi»erates  to  the  disadvantage  of  its  commerce  and  of  its  citizens 

by  maintaining  an  inflexible  cun’ency. 

On  the  other  hand  it  is  unjust  that  banks  which  have  invested  their 
funds  in  government  l>ouds  whicli  did  not  return  in  interest  and  ])io- 


4.  Tliat  of  the  seven  menil>ers  of  the  Federal  Reserve  Board,  not 
more  than  five  should  be  apj)ointed  by  the  President,  none  of  whom 
should  hold  other  executive  otiice,  and  not  fewer  than  two  should  be 
elected  by  the  member  banks  of  the  Regional  Reserve  l^anks,  and  | 

that  the  compensation  of  the  members  of  the  Federal  l^eserve  Board 
should  be  not  less  than  §25.000  per  annum  each. 

Notk. — The  present  provision  in  the  Bill  designates  three  of  the  || 

seven  constituting  the  Federal  Reserve  Board  from  executive  ) 

mernliers  of  the  Government  charged  with  a multiplicity  of  duties  i 

in  administration  which  must  inevitably  absorb  so  much  of  their 
tinu*  and  thought  that  it  is  not  apparent  to  your  committee  ho\^ 
they  could  possibly  also  exercise  the  imj)ortant  and  restnmsible  | 

functions  entailed  upon  members  of  the  Fedtual  Reserve  Board.  ! 

In  urging  as  strongly  as  we  know  how  that  at  least  two  members  of  | 

this  Board  should  ]>e  elected  l»y  the  member  banks  of  the  Federal  | 

Reserve  Banks,  your  committee  again  refers  to  the  opening  t)aragraplis 
in  this  report,  pointing  out  that  experience  in  administration  is.  in 
its  opinion,  of  vast  importance,  and  while  this  proposal  would  pn^serve 
a majctrity  and  contiol  for  the  government  reprf*sentativ(^s  this  plan 
would  assure  beyond  peradventure  a minority  of  men  trained  and 
experienced  in  such  special  functions. 

Private  cajutaL  and  ]»articularly  banking  cat)ital,  has  been  charged 

with  being  grasping  and  with  the  tlesire  lo  lake  to  itself  gnnit 

earnings,  but  even  if  this  is  true,  private  cat>ital  has  shown  great  care 

in  the  selection  and  liberality  in  the  compensation  of  men  to  place  at 

the  head  of  its  lianking  instil utions.  and  stockholders  in  banks  of  even 

ipoderate  size  have  alwa>  s l»een  ready  to  pay  to  a talented  man  s(‘V(n*al 

times  the  salary  provided  for  the  membei>  of  tlu^  Fed(M’al  Reserve 

Board  in  the  present  Ihll.  If  private  capital  has  indeed  bt*en  gras]>ing, 

it  has  betm  willing  to  pay  large  remuneration,  bet'auseit  Itelieved  that  j 

ihen'by  it  could  secure  log'll  talent,  and  youi  committee  believes  that  ^ 

it  will  not  be  possible^  to  secure  the  talent,  experience  and  judgment  ^ 

re<iuisite  to  administer  the  broad  powers  and  responsiliilities  of  the  j 

Federal  Reserve  Board  at  the  compensation  proposeil  in  the  jnesmit 

P>ill.  , 

1 1 

5.  That  the  rate  of  dividend  to  be  allowed  to  member  banks  on  ^ 

their  proportionate  shares  of  the  capital  of  their  Regional  Reserve 
Bank  should  be  6 per  cent,  instead  of  5 and  that  all  further  profits  of 
the  Regional  Reserve  Banks  should  be  paid  over  to  the  (government 
of  the  Fnited  States.  I' 


Note. — If  the  Federal  Reserve  Banks  are  to  be  in  fact  pul)lic  utility 
institutions  cliietiy,  if  not  solely,  for  the  safeguarding  of  the  commerce, 


industry  and  linanciai  operations  of  the  country,  they  should  lie  oper- 
ated ]>rhmirily  for  that  purpose  and  not  for  proht  beyond  a reasonable 
return  upon  the  necessary  capital  contributed,  and  member  banks 
should  be  free  from  the  intluences  or  temptations  to  govern  tiieii 
relations  with  Regional  Banks  by  expected  further  profits,  whicli  the 
pres(Mit  ju’ovisions  in  the  Bill  might  tend  to  create. 

(j.  That  the  Federal  Reserve  Notes  be  issued  by  the  1-ederal 
Reserve  Banks  without  guarantee  by  the  Government. 

Noth  — It  is  ()uesliouable  whellier  in  the  proposal  to  make  these 
notes  the  oblifrations  of  the  United  States,  tlie  question  has  l.een  con- 
sidered from  an  International  viewpoint  as  thoroughly  as  from  a 
purely  National  one.  Whether  it  desires  to  be  so  or  not  the  United 
States  is  aiwut  as  much  affected  by  International  monetary  condi- 
tions as  anv  of  the  foreign  nations.  Already  the  great  nations  of 
Western  Europe  as  well  as  India  in  the  East  are  engaged  m an  extra- 
ordinarv  struggle  for  the  accumulation  of  increased  gold  reserves. 
Conceive  of  the  conditions  which  might  be  caused  by  a great  Euro- 
Tiean  conilagration  of  war  intensifying  this  struggle  for  gold  to  titanic 
proportions.  Possibly  the  citizens  of  the  United  States,  no  inattei 
wliat  domestic  financial  conditions  arrive,  may  not  create  embarrass- 
ment by  wholesale  demands  fot  redemption  in  gold ; Imt  rich  as  the 
I'nited  States  is,  it  is  still  an  immensely  debtor  nation  and  must  con- 
tinue to  he  so  for  many  vears,  while  there  remain  many  natural 
resources  to  he  developed  and  new  industrial  activities  to  he  provided 

with  capital,  and  moreover  there  remain  enormous  .piantities  of  our 

securities  hehl  for  investment  abroad. 

A European  conllairration.  and  it  has  been  perilously  near  at  least 
twice  within  the  past  three  years  on  the  admission  ot  the  leadiiiir 
statesmen  of  Europe,  would  certainly  result  in  an  enormous  foreign 
demand  for  gold,  and  the  liquidation  of  our  securities  would  dominate 

our  International  exchange  market. 

t'onceivahly.  conditions  miirlit  thus  arise  which  woul<l  create  such 

an  ehh  tide  of  gold  that  even  the  Federal  Reserve  Ranks,  il  they  were 
the  issuers  of  the  currency,  could  not  stem  or  stop  it,  and  in  such  an 
event  the  Government  might  have  to  come  forward  with  its  power 
and  credit  for  the  ]ireservation  of  our  domestic  interests,  hut  in  that 
case  the  (Jovernment  would  he  entering  the  lists  with  undiininishe.l 
power  on  behalf  of  others  and  for  the  sustaining  of  other's  credit  and 
not  entering  the  contest  as  a suppliant  on  its  own  behalf  and  for  the 
preservation  of  its  own  credit,  an  immensely  different  position  in 
strength  ami  effectiveness  than  would  exist  if  the  (lovernment  itsell 

had  issued  the  notes. 

Having  these  various  considerations  in  view,  your  committee 
proposes  the  adoption  by  the  Chamber  of  the  foRowing  preamble  ami 

resolutions  : 
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Where<(s,  We  are  keenly  alive  to  the  defects  of  our  present  banking 
system  and  to  the  great  advantages  to  conmierce  and  industry  that 
will  certainly  follow  the  enactment  of  a law  recognizing  the  correct 
j>rinciples  governing  a centralization  of  hanking  reserves  and  the 
creation  of  an  elastic  bank  note  currency  ; and 

We  believe  that  the  measure  which  has  passed  the  House 
of  Kepresentativ^es  and  is  now  pending  in  the  v^enate  of  the  I nited 
States  embraces  in  a considerable  degree  the  recognition  of  those  prin- 
ciples. and  with  necessary  amendments  may,  if  enacted  into  law.  be  of 
untold  v^alue  to  the  commerce  and  industry  of  America  ; and  we  are  in 
strong  sympathy  with  the  desire  of  the  .\dministration  for  the  enact- 
ment of  an  adequate  law  ; therefore  be  it 

/ Resolred,  That  the  Chamber  of  Commert‘e  of  the  State  of  Xew  \ork 

recommends  the  enactment  of  the  present  measure,  after  such  changes 
have  been  made  as  banking  and  commercial  experience  may  indicate 
to  be  necessary  for  the  jiractical  working  of  the  law,  and  that  this 
body  specifically  recommends  : 

(1)  The  reduction  of  the  number  of  Federal  Reserve  Ranks  to  not 
more  than  four  (4  ) : 

( 2)  riiat  a strong  effort  be  maJt*  to  save  the  Xational  Ranking 
sv^stem  from  a loss  in  numbers  through  Xational  Ranks  taking  out 
State  Charters,  by  making  the  provisions  of  the  measure  sulliciently 
satisfactory  to  banks  to  obtain  their  co-operation,  and,  if  possible,  to 
secure  the  accession  of  State  Ranks  and  Trust  Companies  to  the 
Federal  Reserve  organization,  so  that  the  measure  will  tend  to  unify 
our  banking  system  ; 

I 3)  That  provision  be.made  for  a speedier  retirement  of  the  pre- 
sent bond-secured  national  bank  note  circulation  by  the  redemption 
of  government  bonds  now  securing  circulation,  in  order  as  promptly 
as  possible  to  make  room  for  a suHicient  amount  of  the  new  notes  to 
give  true  elasticity  to  the  currency  ; 

i 4 ) That  at  least  two  membersof  the  Federal  Reserve  Board  shall 
be  elected  by  the  member  banks  of  the  federal  Reserv'e  Ranks,  and 
that  the  members  to  be  appointed  by  the  President  shall  not  hold 
other  executive  offices  ; 

(5)  That  after  paying  6 per  cent,  dividend  on  the  capital  of  the 
Federal  Reserve  Banks  that  any  further  profits  shall  be  paid  into  the 
treasury  of  the  United  States  (iov^ernment  ; 

(G)  That  the  proposed  note  issue  be  the  obligations  of  the  federal 


Reserve  lianks  issuing  the  notes  and  not  of  the  I nited  States  ; and  be 
it  further 


Resolved,  That  if  the  pending  measure  be  amended  so  as  to  conform 
in  funtlamental  principles  and  administration  to  the  approved  practices 
of  world  banking  in  security  and  flexibility,  we  urge  upon  the  manage- 
ment of  Xational  Ranks  a broad  and  unselfish  vdew  and  a liearty  co- 
operation, believing  that  any  temporary  inconvenience  arising  from 
changed  methods  will  be  far  more  than  compensated  by  advantages 
which  will  flow  from  a sound  banking  and  currency  system  that  will 
benefit  the  commerce  of  the  whole  country. 

Respectfully  submitted, 

(Signed)  Cokxelu's  X.  Rliss,  Jk., 
doHX  Claklix,  PreMde)d. 

Ralimi  L.  Futter, 

< )TT0  L.  DnMMKRlCn, 

Alexander  d.  Rkmimiill, 

Ar(;u>TiTs  D.  driLUARD. 
dosKIMI  R.  Martixdale, 

Fr<iEXirs  II.  ( >rTKRBRiiM;K, 

AVilliam  Jay  Sc’iiikefelin. 

Mortimer  L.  S(  iiief. 

WiMu am  Sloaxk, 

James  Taia  ott, 

Frank  A.VAXDFiujiv  CJid'mt 
Clarfx(  E Whitman, 

Alf>fut  H.  Wideix, 


Xew  York,  (h^nher  IG,  19hL 
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